Purpose -This research examines the exit options of the United Kingdom from the European Union and discusses the possible trade relations between the United Kingdom and the European Union after the exit. Methodology -In this article, the exit options are discussed from the perspective of the economic integration stages. The monetary union stage is evaluated by using least squares method. Findings -The monetary union would not lead to significant changes in the import and export levels of the United Kingdom. Customs Union is the first best for the United Kingdom as she will have closer trade relations with the European Union, and on the other side, will pursue its own dependent trade policies against the other countries. Conclusion -From the perspective of economic integration stages, the first best would be the Customs Union. If both sides do not agree on the Customs Union, then the second best will be free trade area, in that the UK and the EU can make trade agreements that cover crucial trade products for both sides.
studied the economics of Brexit and examined why the referendum resulted in the vote to leave and explores what the ramifications are for both Britain and the future of the European Union. The author stated that the Eurozone requires increased integration in order to function effectively. Soytürk (2017) analysed the role of the United Kingdom inside the European Union and examined the political reasons of the referendum, and pointed out the political and economic results of it that will occur in the near future. According to the author, an exit of a big country from the Union means losing the dominance of the European Union. The author stated that the outcomes of the exit will not be satisfactory for both sides. Efe (2017) examined the exit options with references to Norwegian, Swiss and EFTA models by explaining their advantages and disadvantages. The author considers that Britain will continue to be in the Union, but its membership will not lead to a significant problem for security in the European Continent. Konuralp, Adaş (2018) analysed the historical background of this milestone and its causes and they assessed the models regulating the relations between non-member states, in order to discuss a suitable model for the UK in the post-Brexit era. According to the authors, none of the models (Norway, Switzerland, Canada, Customs Union, and WTO) would solve the problems of the UK and emphasized the Brexit process would negatively affect the UK and other EU members in economic and political terms. To sum up, the most of the authors conclude that Brexit will not be a best solution for both sides, because Britain and the European Union will be affected negatively from the exit process. The costs of the exit will arise in Britain as Britain will not benefit from some common policies of the EU. On the other hand, Britain's exit may hit the integration process of the Union.
DATA AND METHODOLOGY
This study covers the United Kingdom's problems in the European Union regarding the Common Budget and the Monetary Union, and the Brexit options. These problems are crucial to assess the Brexit options from the perspective of economic integration stages. The European Union's economic relations with some of the non-member countries in the Europe are analysed and the exit options for Britain are assessed through the trade statistics. The monetary union stage is evaluated by using least squares method.
Britain's Problems in the EU regarding the Common Budget and the Monetary Union
The United Kingdom 1 became a member of the European Union sixteen years after its foundation. European Union was created by six countries in 1957 as the European Economic Community (EEC). After its foundation, the EEC Customs Union was formed in three stages of four years each. The first stage began in 1958 and the intra-EEC tariffs were eliminated from 1969 onwards. 1 The United Kingdom and Britain are used interchangeably in this study. However, in fact, the full name of the country is "United Kingdom of Great Britain and Northern Ireland". ____________________________________________________________________________________________________ DOI: 10.17261/Pressacademia.2019.1016 73
Common External Tariff was applied by the EEC members. Thus, the EEC became a large market for the firms. During the formation of the Customs Union, the EEC's share in its own trade rose from about 30% to almost 50% (Baldwin and Wyplosz, 2006: 14) . The EEC integration diminished the relative competitiveness of non-EEC firms in EEC markets, thereby harming their sales and profits (Baldwin and Wyplosz, 2006: 14) . Also, UK industries faced rising discrimination in Europe's growing largest markets (Baldwin and Wyplosz, 2006: 15) . For especially economic reasons, United Kingdom decided to apply for EEC membership.
The United Kingdom first applied for EEC membership in 1961 and de Gaulle vetoed the British application stating that the United Kingdom had close relationships with the United States of America. Also, de Gaulle saw the EEC as a counterbalance to American power and did not want British membership undermining this (Lynch, 2012: 64) . Another reason for De Gaulle's veto was that, De Gaulle was suspicious for Great Britain to accept a common tariff, for this would involve giving up all Commonwealth preferences (Lynch, 2012: 63 Britain had never carried out close economic cooperation with the Community during her membership. Britain's problems with the European Union from the economic side during her membership can be summarised as UK rebate which was about Common Agricultural Policy (CAP) spending and also about being in the monetary union or not. Firstly, she faced with the CAP spending problems in the Community after she joined the EEC. The main problem was that agricultural spending was dominating the budget. Farm spending after the establishment of CAP took 80% or more of the total expenditure making up 92% of the budget in 1970 (Baldwin and Wyplosz, 2006: 59) . However, Britain's agricultural sector was small: agricultural share in GDP was 4.3% in 1969. (Redhill Academy: 6).
The UK rebate regarding the CAP spending problem dated back to 1980s. According to the Luxembourg Treaty in 1970, the European Council decided for the introduction of "own resources" system. This system included the financing of the CAP through agricultural levies, customs duties, and VAT (value-added tax) resources. Agricultural levies were import taxes charged from agricultural goods from the third countries. The UK also imported a larger share of its food from non-member nations and import taxes charged on such imports were turned over to the EU budget (Baldwin and Wyplosz, 2006: 63) . There was an imbalance between the UK's contribution to the EU budget and the UK's receiving from the share of the EU funding. Shortly, Britain was the net contributor to the budget. At Fontainebleau summit in 1984, Prime Minister Margaret Thatcher demanded excess contribution of UK. The UK rebate implemented in 1985 to correct the imbalance between UK's contribution to the CAP and benefits from the CAP. The EU leaders decided to give the EU two-thirds of its net contribution (Baldwin and Wyplosz, 2006: 63) . Each year, the amount of the rebate is determined by a complex calculation, linked to several variables and which has evolved over time to take into account developments in the EU and its financing system (European Parliament, 2016) .
Secondly, the UK also decided to stay out of the Euro-area. A single currency plan dated back to 1970s. Werner Plan in 1970 proposed a monetary union which would be established in ten years and a "Snake arrangement" was created. Under this mechanism, Member States' currencies could fluctuate (like a snake) within narrow limits against the dollar (the tunnel) and central banks could buy and sell European currencies, provided that they remained within the fluctuation margin of 2.25% (European Parliament, 2015: 3). The participants of the system were Germany, Denmark, Netherlands, France, Luxembourg, Italy, Norway and the United Kingdom. But the mechanism collapsed because of the member countries' different reactions to the oil shock in 1973. Sterling, the Italian lira and the French franc chose to float separately on their own, Benelux countries, Denmark and some non-EC countries linked with Germany made no progress allowing a divergence of inflation rates (Robson, 1998: 219 The UK joined the ERM in 1990. With inflation of 10% in UK in the 1980s, Nigel Lawson was able to convince Mrs. Thatcher that the UK would benefit from joining the ERM to help reduce the inflation (Pettinger, 2016) . High inflation and deteriorating economic activity were making the Pound less attractive. Therefore, the Pound kept falling to its lower limit in the ERM. Therefore, the government was bound to protect this value of the Pound by increasing interest rates. The UK government increased the interest rates to 15%. The high-interest rates should attract hot money flows. But the market knew these interest rates were unsustainable and couldn't be maintained; the selloff continued and eventually, the government left the ERM. The Pound fell 15%, interest rates were cut, and the economy was able to recover (Pettinger, 2016) . After leaving the ERM in 1992, the UK economy recovered. This was due to devaluation, but also interest rates were able to fall significantly (Pettinger, 2016) .
Maastricht Treaty was signed in 1991, setting out the criteria and the stages to establish the European Monetary Union. The main objective was price stability. The first country to sign the Treaty was Denmark. But Danes voted against the Treaty. After that speculative attacks started initially targeting Italy (the lira was seriously overvalued by then) and the UK (Baldwin and Wyplosz, 2006: 338 
Britain's Intention for Exit
In 1975 Brexit negotiations started on June 19, 2017. The exit negotiations will shape the future relations with the Union and the UK. According to the Lisbon Treaty, the Union and the United Kingdom will have two years after notification for the deal and both sides can decide to extend this period.
Brexit Options
This study will examine Brexit options and also will look at the monetary union stage which was never argued during the UK's membership.
The United Kingdom's EU membership did not go further beyond the single market (common market) stage in the European Union. 3 Therefore, UK will, in fact, exit from the common market. Common market is an economic integration model which allows free movement of labour and capital among the member countries and also includes the customs union conditions like application of common external tariff to non-member nations but no tariffs and other trade barriers among member nations.
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The future economic relationship between the UK and the EU is not precise yet, but the European Union's close economic relations with some of the non-member countries in the Europe can be helpful to shape the future trade relations. Table 1 summarises the connections of the non-member states which had close economic relations with the European Union. Switzerland has a partial access to the EU's single market for services. There is free movement of people between Switzerland and the EU. Switzerland has an independent trade policy. Switzerland's economic and trade relations with the EU are mainly governed through a series of bilateral agreements (European Commission, 2018a). Tariffs on Swiss manufactures are generally low, and in principle, there are no quantitative restrictions, anti-dumping, countervailing or safeguard actions. There are however significant tariffs on a number of agricultural products such as meat or on certain processed agricultural products (European Commission, 2018a). Switzerland pays a financial contribution to economic and social cohesion in the new EU Member States.
Turkey is a candidate country for EU membership. Turkey-EU trade relation is based on Customs Union. Customs Union between EU and Turkey which entered into force on January 01, 1996, comprised of free movement of industrial goods and processed agricultural goods. Turkey has no access to the single market. Customs Union is a looser economic integration model when compared to the single market. Also, Turkey does not make any budgetary contribution to the European Commission.
The EU and Ukraine have applied their Deep and Comprehensive Free Trade Agreement (DCFTA) since 1 January 2016. This agreement ensures free access to their markets for goods and services for both sides based on predictable and enforceable trade rules (European Commission, 2018a).
The EU and the Principality of Liechtenstein are close economic and political partners in the context of the EEA, which Liechtenstein joined in 1995 (European Union External Action, 2016, September 26). Liechtenstein also makes a budgetary contribution to the Commission.
Iceland is also highly integrated to the single market and makes a budgetary contribution to the Commission. 
Free Trade Area
Free trade area is the loosest form of economic integration. The option "hard exit" would exclude the United Kingdom from the single market which foresees no free movement of labour, capital and even goods. Later the two sides can make arrangements to settle economic and trade relations between each other after the exit. If UK does not participate in the single market or customs union, UK's imports will face with the tariff rates.
European Union is a big market for the EU members and also for non-EU members. Also, for the United Kingdom, EU is the largest trade destination. Animal products and chemicals have great shares in Britain's imports from the European Union accounting for 76% and 74% of its total imports, respectively (Table 3 ). UK has a negative trade balance against the other member states in all product groups except mineral fuels (Table 3) . So, UK is a net importer in intra EU-trade. UK's negative trade balance has an increasing trend and recorded as the highest in 2016. -902 -406 -1.767 -3.517 -4.577 -6.346 -9.392 -13.203 -15.847 -13.909 Other manufactured goods -13. 359 -13.312 -15.003 -16.649 -20.656 -19.120 -21.542 -24.132 -23.778 -24.44 Machinery and transport equipment -41. 592 -35.007 -25.773 -34.617 -33.541 -42.713 -45.649 -53.232 -62.540 -57.743 Source: European Commission (2018b).
In the Union, Germany, Netherlands, Belgium, France, Italy, Spain, Sweden, Finland and Ireland are the biggest trade partners of Britain in the EU. Britain generally exports to Germany, France, Netherlands, and Ireland (Table 4 ). Britain's most of its export products from the European Union made up of footwear (87%), animal products (74%) and vegetables (73%). UK mainly imports capital-intensive products from EU countries like chemicals, machinery, transport equipment, food and live products.
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Customs Union
Customs Union is being discussed as an exit option by the two sides. Customs Union can be a better option for the UK which would allow the UK to import duty-free goods from the EU and also to enter into its own trade agreements with other countries. But customs union covers only free movement of goods, not services. Customs Union can be a better option for Britain, as a free movement in services is not crucial for Britain. The US remains the single largest market for UK services exports, accounting for £8,570 million, or 22.7% of all UK exports (Table 6, 7) . Britain can replace the trade in services from the EU by trade in services from the US: Journal of Business, Economics and Finance -JBEF (2019), Vol.8(1 
Single Market
As mentioned before, some possible scenarios for the Brexit come into question. One option is soft Brexit which involves the closest relationship between the two sides. In the case of a soft exit, United Kingdom would be in the single market. It means the free access to the EU's market. However, the UK would no longer be a member of the EU and would not have a seat on the European Council. It would lose its MEPs and its European Commissioner (Sims, 2016, October 03) .
The crucial advantage of being in a single market is lower intra-EU trade costs. According to Reenen (2016: 371) ; in the optimistic soft Brexit scenario, in the 10 years following Brexit, intra-EU trade costs will fall 20 percent faster than in the rest of the world; while in the hard Brexit scenario, intra-EU trade costs will fall 40 percent faster. So, UK would not benefit from reduced costs, on the contrary, would face with tariff and non-tariff barrier costs.
Monetary Union
According to the Optimum Currency Area model of Mundell, a single currency, in other words, a monetary union can stimulate trade between member countries because the trade will not be harmed by exchange rate volatilities. The United Kingdom did not participate in the Monetary Union. Since the Sterling is international reserve money and a strong currency, it is thought that the changes in the exchange rate will be reflected in the trade data. The rise in the Euro/Sterling exchange rate (depreciation of Sterling) can lead to a decrease in the import from the EU and to the increase in the export to the EU.
In order to examine whether exchange rate affects the trade between EU and the UK, import and export models are estimated for the United Kingdom by using the least squares method. Hypothesis of whether the exchange rate affects the trade level between the EU and the UK is not accepted. The rise in the exchange rate was expected to reduce imports from Europe, and increase exports, while different results were achieved. H1 is accepted. The effect of the exchange rate in the models was insignificant. Therefore, since the change in the exchange rates did not affect the UK's trade, the entry of Britain in the monetary union would not lead to significant changes. 
